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PARTICIPANTS & TRANSACTIONS IN THF CRUDE OIL MARKET
AT THE LEASE IN TEXAS

A review of records maintained by the State of Texas shows the existence of a
highly active, competitive market for crude oil at the lease. The data shows
thousands of transactions each month involving hundreds of thousands of
harrels sold each day in arm's-length transactions between parties with

opposing economic interests.

This paper describes the crude oil market at the lease in Texas for a
representative month - December 1995. While this is a snapshot in time, the
market structure described herein is believed representative of the market
structure at the lease which has existed for decades.

Dimensions Of the Crude Market In Texas

The crude oil market at the lease in Texas is very large in terms of volume as
well as number of participants. Figure A is a schemattc which represents this
market. The market at the lease is between the producer/seller and the First
Purchaser. There are currently over six thousand producers and about one
hundred fifty First Purchasers in Texas. Producers, as well as the First
Purchasers, are comprised of refiners and non-refiners. Most of the oil
produced in the State js produced by non-refiners while, at the lease, most is
purchased by refiners and/or their affiliates. In most instances, this oil is
transported to and run in their refineries. Some oil, about 17%, is purchased
at the lease by non-refiners and taken to a reseller market, usually remote
from the lease, for subsequent resale to another reseller or to a refiner.
Eventually, of course, all barrels wind up being sold to or run by a refiner.
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Dimensions Of the Crude Market At the Lease

An excellent source of data on lease transactions is maintained by the State of
Texas Comptroller's Office and is known alternatively as the “First Purchaser
Database” or the “10-132 Database”. This database provides a record of
transactions between the producers and First Purchasers by month and is
maintained to assure that the Severance and Regulatory Tax is paid on all oil
produced and removed from the lease. The records in the database are used
to compare what the producers report with what the First Purchasers report.
Data extracted from December 1995, a randomly selected month. is discussed
herein.

This data was inserted into a database to sort arm’'s-length and potentially
non arm’'s-length transactions. Of course, refiners and their affiliates are the
predominate buyers at the lease. First, transactions between the producing
and refining or trading affiliates of the same company were classified as non-
arm's-length. In addition, however, for the purpose of this analysis, several
additional and very conservative assumptions were made as follows: 1) sales
between any refiner/produccr and any other refiner/First Purchaser were
classified as non- arm’s-length transactions; and, 2) the three large trucker
resellers, i.e., Koch, Texaco Trading and Transportation, Inc. and Scurlock
Permnian. while performing mainly in a reseller function were also classified as
refiners insofar as they were affiliates of refiners. Thus, for example, Scurlock
Permian purchases from all producers affiliated with refiners were excluded
even though these transacuons are clearly arm's-length. Ashiand/Scurlock is
not a producer and in December 1995, Ashland (Scurlock's parent) sold no
barrels at the lease to Scurlock.
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Only the remainder of the transactions were considered to be arm’s-length for
purposes of this paper, i.e., sales by purely independent producers as well as
sales by refiner/producers to purely independent traders.

The first step in analyzing this First Purchaser database was to classify each
First Purchaser and each producer as a refiner or a non-refiner. The producer
classification is displayed in Table 1. Thirty-three refiner/producers were
identified. The other producers, over 6,200, were classified as non-refiners.

The First Purchaser classification is presented in Table 2. As can be seen from
the Table, one hundred fifty active First Purchasers were identified in
December 1995. Each such purchaser was classified as either:

R = Refiner (or an affiliate of a refiner)
NR = Non-Refiner
NRPP = Non-Refiner purchaser buying own or an affiliate’s oil

Once this was done, it was possible to partition the Form 10-132 line item
entries relating to the December 1995 crude oil market between refiners and
non-refiners and calculate: a) the fraction of the total volume produced which
was sold in arm's-length transactions as defined above; and, b) the number of
line item entries involved in each set or grouping of the above sales.

The line item entries must be defined in the context of the Controller's First
Purchaser Report. Form 10-132 requests all barrels sold in a month (not
number of separate sales transactions) between a producer and a First
Purchaser in a county. Thus, if a producer sold the oil from three leases to a
particular First Purchaser in a particular county, there would be only one line
item entered on the form displaying total barrels in that county, the average
price, which party is assurning the tax liability. etc. Thus, the word line item,
as used in this context, stands for the set of transactions between a producer
and a buyer in a single county in a single month.

In December 1995, there were a total of 12,227 line item entries for all counties
in the State of Texas. According to the Railroad Commission, in January
1996, there were 60.615 active leases in Texas. Thus on the average, each of
these line items represented 60.615/12,226 = 4.96 leases and presumably
separate commercial transactions for each of these leases.
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TABLE 1
LIST OF REFINER/PRODUCERS DECEMBER 1995
PRODUCER TYPE(1) MB/D
AMOCC PRODUCTION CO. R 128.27
TEXACO E&P INC R 80.71
EXXON CORP. R 79.39
CHEVRON USA R 65.55
SHELL WESTERN E&P R 51.47
MARATHON OIL CO. R 43.82
MOBIL PRODUCING TX & NM R 38.3%
ATLANTIC RICHFIELD COMPANY R 38.29
AMERADA HESS R 31.93
[CONOCO :NC R 29.53
UNION Ol CO OF CALIFORNIA R 29.23
HUNT OIL CO R 28.17
PENNZIOL E AND P R 19.75 |
PHILLIPS PETROLEUM CO R 19.47
FINA OIL AND CHEMICAL CO R 9.90
|SHELL LAND AND ENERGY R 8.69
MVP PRODUCTION R 6.55
COASTAL OIL AND GAS R 2.45
VASTAR R 2.41
MURPHY EZP COMPANY R 1.70
SHELL FRONTIERO & G R 1.65
HOWELL PETE R 0.37
PLACID OIL R 0.36
HOLLYPETE R 0.27
|[PETRO_HUNT CORP R 0.07
PETROSOURCE R 0.02
SINCLAIREXP CO R 0.02
COASTAL STATES TRADING R 0.01
PRIDE EXP R 0.01
SCURLOCK PERMIAN CORP. R 0.01
[HESS PROD R 0.01
HUNT PETE CORP R 0.01
SUN COMPANY INC (R&M) R 0.01
718.42
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TABLE 2
LIST OF FIRST PURCHASERS DECEMBER 1995

s GF

# FIRST PURCHASER CLASS(1) MB/D TOTAL
1|AMOCO PRODUCTION CO. R 142.96 3.6
2|TEXACO TRADING & TRANSPORTATION INC. R 109.73 7.4
3|SCURLOCK PERMIAN CORP. R 108.88 7.3
4{PHILLIPS R 101.42 6.8
5|MOBIL OIL CORP. 2 97 587 8.6
6 |EXXON CORP. R 96.07 6.5
7|KOCH INDUSTRIES (2] 72.29 4.9
8|SHELL OIL. COMPANY R 53.82 3.6
8 |MARATHON OIL CO. R 51.75 35
10|EQTT OPERATING LP NR 50.42 3.4
11 |BASIS PETROLEUM R 48.32 3.3
12{CHEVRON USA R 48.02 3.2
13|FINA OIL AND CHEMICAL CC R 47.73 3.2
14 [CONOCO INC o 40.61 2.7
15|SUN COMPANY INC (R&M) o 38 07 2.6
16 |CITGO PETROLEUM R 30.93 2.1
17 [UNION PACIFIC FUELS NRPP 29.08 2.0
18| ATLANTIC RICHFIELD COMPANY R 26.36 1.8
19(ORYX CRUDE T&T NRFPP 24.21 1.6
20|PRIDE COMPANIES R 21.43 1.4
21]UNION OIL CO OF CALIFORNIA R 17.99 1.2
22|LANTERN PETROLEUM CORP. NR 17.17 1.2
23 PENNZOIL GAS MARKETING COMPANY R 16.88 1.1
24 |GULFMARK ENERGY INC. NR 14.82 1.0
25|AMERADA HESS R 13.49 0.9
26 | BURLINGTON RESQURCES TRADING ING. NRPP 9.71 0.7
27 |PLAINS MKT & TRANS. NR 9.68 07
28|SANTA FE ENERGY RESOURCES NRPP 9.61 0.6
28 |MESA PIPELINE CO. NR 9.41 0.6
30{TOTAL PETROLEUM R 7.81 0.5
31 |WICKFORD ENERGY NR 7.79 Q.5
32[COASTAL STATES TRADING A 5.79 0.5
33|NORTH RIDGE ENERGY MKT. NR 6.48 0.4
34 HOWELL CRUDE OIL CO. R 6.44 0.4
35[MURPHY OIL R 5.95 0.4
36 |BHT MARKETING NR 5.72 0.4
37{ADA CRUDE OiL COMPANY NR 5.48 0.4
38|TEXON NR 547 0.4
39|NAVAJO CRUDE OIL MARKT CO R 4.50 0.3
40 _E_ﬁﬁT TEX CRUDE QiL NR 4,37 0.3
41|VASTAR R 3.99 0.3
42 [HIGHLAND ENERGY CO. NR 3.42 0.2
43| DORADD Oll. COMPANY NRPP 3.34 0.2
44|GEER TANK TRUCKS NR 3.25 0.2
45{MEREDITH MKT. CO. NR 3.20 0.2
46|BIG TEX CRUDE QIL CO. NR 3.20 0.2
47 |DIAMOND SHAMROCK R 3.17 0.2
48/NORCO CRUDE GATHERING NR 2.32 0.2]
49|FALCO S&P “NR 2.05 0.1
S50|GREAT WESTERN MKT INC., NBPP 2.03 0.1
51{LEXAS OIL NR 1.74 0.1




TABLE 2
LIST OF FIRST PURCHASERS DECEMBER 1995

% OF
# FIRST PURCHASER CLASS(1) MB/D TOTAL
52|MURPHY E&P COMPANY R ! 1.67 0.1
53/CASIS PARTNERS LTD. NR 1.67 0.1
54| VISION RESOURCES NR 1.38 0.1
S5|ATLAS PROCESSING COMPANY R 1.27 0.1
56NAVAJO REFINING CO R 1.07 0.1
S7|W.T. WAGGONER ESTATE NRPP 1.05 01
S8|MAYNARD OIL NRPP 1.02 0.1
59|PETROSOURCE R 0.98 0.1
60{SUPERIOR CRUDE GATHERING NR 0.93 0.1
81|PANENERGY NR 0.92 0.1
62|THE MORE GROUP NR 0.88 0.1
63 | VINTAGE MARKETING NRPP 0.80 0.1
841LAL INC. NR 0.77 0.1
65|US FUELS INC, NR 0.76 0.1
66 KGF SALES CO. NR 0.72 0.0
67 LA GLORIA R 0.71 0.0
68 [NATIONAL COOPERATIVE REFINERY ASSOC R 0.68 0.0
69|PLACID REFINING CO. R 0.62 0.0
70| QUANTUM TRADING CO. NR 0.60 0.0
711US TRADING & TRANSPORTATION NR 0.50 0.0
72|SENEX PLCO. NR 0.49 0.0
73|LION OIL R 0.49 0.0
74|BRIGHT & BIVINS PETROLEUM NR 0.48 0.0
75|BRYAN WOOBINE GATHERING NR 0.47 0.0
76|IPM CORP. NR 0.42 0.0
77 |JENEX OPERATING GO, NRPP 0.41 0.0
78{CENTRAL CRUDE INC. NR 0.41 0.0
79(STRATUM GROUP NR 0.41 0.0
80 |STATEWIDE CRUDE INC. NRPP 0.40 0.0
81[OASIS OIL CORP. NR 0.39 0.0
82INGC OIL TRADING NR 0.37 0.0
83[GATHERING & ENERGY MKT CO. NR 0.35 0.0
84| TORCH ENERGY NRPP 0.33 0.0
85|MOBIL PRODUCING TX & N R 0.26 0.0
B6[E&A OIL CO. NR 0.25 0.0
87 ALLIED CRUDE PURCHASING NR 0.24 0.0
881JN PETROLEUM MKT. NRPP 0.24 0.0
89(INDEPENDENT ENERGY NR 0.23 0.0
80 [C&C OPERATING INC. NAFPP 0.20 0.0
91 [JOHNL. COX NRPP 0.18 0.0
S2[ENPRO NR 0.18 0.0
S3/TEXAS OIL & GATHERING NR 0.18 0.0
94|SHELL WESTERN E&P R 0.18 0.0
85|TEXPATA PL CO. NR 0.16 0.0
86 [MIDLAND CRUDE OiL PURCHASING CORP. NRPP 0.15 0.0
97 |R&K COMPANY NRFPP 0.15 0.0
98 DEVON MARKETING CORP. NR 0.15 0.0
99{AMERICAN TRANSPORTATION & MKT NR 0.14 0.0
100 |MITCHELL GAS SERVICES INC. NRPP 0.14 0.0
101 [HUNT REFINING CcO R 0.13 0.0
102 [TEXACO E&P INC R 0.13 0.0




TABLE 2
LIST OF FIRST PURCHASERS  DECEMBER 1995

% OF

# FIRST PURCHASER CLASS(1) MB/D TOTAL
103[VULCAN ENERGY GROUP NR 0.13 0.0
104 [AGE REFINING ING R 0.12 0.0
105 [BLANK NR 0.11 0.0
106 | DAVID THALMANN VACUUM SERVICE NR 0.09 0.0
107 [CENTRAL CRUDE CORP. NR 0.09 0.0
108 [CHAMFION TRANSPORT INC. NR 0.08 0.0
109 [BERRY PETROLEUM NR 0.08 0.0
110|CALUMET LUBRICANTS GO R 007 0.0
111 |BLACK GOLD TRADING CO. NRPP 0.07 0.0
112|LITTLE INCH PL COMPANY NR 0.06 0.0
113 [WILLIAMS ENERGY NR 0.06 0.0
114 [CONTINENTAL ORZARK NRPP 0.06 0.0
115|MARTIN GAS SALES NR 0.05 0.0
116/SO TEXAS GATHERING CO. NRPP 0.04 0.0
117 | CARDINAL PIPELINE CORP. NR 0.04 0.0
118 [ANDREWS OIL BUYERS INC NR 004 0.0
110{DOT OIL CORF. NRPP 0.04 0.0
120[{BARGAS NRFP 0.03 0.0
121 [LASAR GATHERING CORP. “NR 0.03 0.0
122 |COAST ENERGY GROUP NR 0.03 0.0
123/ENRON NR 0.03 0.0
124|BLS RESOURCES NRPP 0.02 0.0
125 [ADAIR TRANSFORT NEPP 0.02 0.0
126 {LEBUS OIL FIELD SERVICE NRPP 0.02 0.0
127 [QUITMAN CONSTRUCTION CO., NRPP 0.02 0.0
128 [WILLIAMS SYSTEMS OIL FIELD DISPOSAL NRPP 0.02 0.0
129|GIBTOWN NR 0.02 0.0
130 [LANGHAM PETROLEUM EXP. CO. NRPP 0.02 0.0
131 [MIDWESTERN RECLAMATION NRPP 0.01 0.0
132 [WARFIELD PROPERTIES NR 0.01 0.0
133|T S T PARAFFIN SERV. CO NRPP 0.01 0.0
134 INTERSTATE PETE CORP. NR 0.01 0.0
135/PANTHER & BRYANT SALT WATER NRPP . 0.01 0.0
136 |FOXX TRANSPORTS NR 0.01 0.0
137 |CORNELIAN RECLAIMING NRPP 0.01 0.0
138 (WOODLAWN PIPELINE NR 0.01 0.0
139{HYDROCARBON PROCESSING PARTNERS NR 0.01 0.0
140|ANDRUS PIPELINE NRPP 0.01 0.0
141[ROAD OIL SALES NR 0.01 0.0
142{BRYANT SALT WATER DISPOSAL NRPP 0.01 0.0
143|FORMOSA HYDROCARBONS NR 0.00 0.0
144 [LENNON 0OIL NBPP 0.00 0.0
145]0ILCO ENERGH CO NR 0.00 0.0
146 |RICE ENGINEERING NRPP 0.00 0.0
147 |AMIGO DIVERSIFIED SERVICES NRPP 0.00 0.0
148|JACK FROST PURCHASING NA 0.00 0.0
149 |SINK-HOLE INC. NRPP 0.00 0.0
150 (UMC PETROLEUM CORP. NR 0.00 0.0

1,486.29 100.0
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Table 3 displays the pertinent volume and transaction figures for each of the
two sets of market participants, i.e., refiners and non-refiners.

Table 3
PARTITION OF VOLUMES & LINE ITEM ENTRIES
December 1995

Volume, MB/D No. Of Line Items
Producers First Purchasers Producers First Purchasers
Refiners 718 1.231 957 8,913
Non Refiners 767 254 11,270 3314
Total 1,486 1.486 12,227 12,227

Non-refiners produced 767 MB/D equivalent to 52% of the total volume while
refiners purchased 1,230 MB/D at the lease or 83% of the total. The number
of line items during this month, while believed to be typical, was huge at
12,227. In addition, on the average, each of these “summary” line items
represents about five leases or separate commercial transactions between the
producer and the First Purchaser. The non-refiners or independent producers
had 11.270 line item entries during the month. equivalent to 92% of the
transactions and 52% of the volume,
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Table 4 shows the number of line item entries involving arm's-length
transactions based on the conservative assumptions described above. It shows
that of the 12,227 line item entries for the State of Texas (all counties) in
December 1995. 11,236 entries involved one or more arm’'s-length transactions
using these conservative assumptions.

Table 4
ARM's- LENGTH LINE ITEM ENTRIES
December 1995

Volume Line Items
Producer to First Purchaser MB/D % Number %
Refiners to non-refiners 21 1.4 90 0.7
Non-refiners to refiners 534 35.9 8,046 65.8
Non-refiners to non-refiners(1) 171 11.5 3,100 25.4
Total, Arm's-Length 726 48.8 11,236 91.9
Total, All Line Items 1,486 100.0 12,227 100.0

{1}  These figures do not include non-refiner/purchasers of an affiliate’s oil.
For example, it does not include Union Pacific Fuels purchases of their
parent’s production. See Table 5 for a list of these excluded line items.



TABLE 5
NON REFINER PURCHASES OF OWN/AFFILIATE PRODUCTION
DECEMBER 1995
% of
# FIRST PURCHASER CLASS MB/D STATE
1]UNION PACIFIC FUELS NRPP 28.79 1.9
2|ORYX CRUDE T&T NRPP 19.06 1.3
3|SANTA FE ENERGY RESOURCES NRPP 9.61 0.6
4|MAYNARD OIL NRPP 1.02 0.1
5|VINTAGE MARKETING NRPP 0.80 0.1
6|GREAT WESTERN MKT INC. NRPP 0.46 0.03
7{JENEX OPERATING CO. NRPP 0.41 0.03
8|TORCH ENERGY NRPP 0.33 0.02
91JN PETROLEUM MKT. NRPP 0.21 0,01
10| C&C OPERATING INC. NRPP 0.20 0.01
11|W.T. WAGGONER ESTATE NRPP 0.13 0.01
12[JOHN L. COX NRPP 0.18 0.01
13 |MIDLAND CRUDE Oil. PURCHASING CORP, NRPP 0.15 0.01
14{R&K COMPANY NRPP 0.15 0.01
15 |MITCHELL GAS SERVICES INC. NRPP 0.14 0.01
16]CONTINENTAL ORZARK NRPP 0.06 0.004
17 |BURLINGTON RESOURCES TRADING INC. NRPP 0.05 0.003
18|DORADO OIL COMPANY NRPP 0.05 0.003|
19|50 TEXAS GATHERING CO. NRPP 0.04 0.003
20|DOT OIL CORP, NRPP 0.04 0.002
21|BARGAS NRPP 0.03 0.002
22|BLS RESOURCES NRPP 0.02 0.002
23]ADAIR TRANSPORT NRPP 0.02 0.001
24|LEBUS QOIL FIELD SERVICE NRPP 0.02 0.001
25]QUITMAN CONSTRUCTION CO. NRPP 0.02 0.001
26 |WILLIAMS SYSTEMS OIL FIELD DISPOQSAL NRPP 0.02 0.001
27 |LANGHAM PETROLEUM EXP. CO. NRPP 0.02 0.001
28 |MIDWESTERN RECLAMATION NRPP o0 0.001
29|T S T PARAFFIN SERV. CO NRPP Q.01 0.001
30 |STATEWIDE CRUDE INC. NRPP 0.01 0.001
31{PANTHER & BRYANT SALT WATER NRPP 0.01 0.001
32 |CORNELIAN RECLAIMING NRFP 0.01 .001
33IBLACK GOLD TRADING CO. NRPP 0.01 0.000
34 |JANDRUS PIPELINE NRPP 0.01 0.000
35[BRYANT SALT WATER DISPOSAL NRPP 0.01 0.000
36 |LENNON OIL NRPP 0.005 0.000
37 |RICE ENGINEERING NRPP 0.004 0.000
38| AMIGO DIVERSIFIED SERVICES NRPP 0.003 0.000
39| SINK-HOLE INC. NRPP 0.001 0.000
62.18 4.2
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Top Twenty First Purchasers In Texas

An alternative way to look at the make up of the Texas crude oil market at the
lease is to examine the purchases of the larger First Purchasers.

In this case, the top twenty First Purchasers were selected. Their identity is
shown across the bottom of Figure C. These twenty purchased 1.240 MB/D or
85.0% of the state total in December 1995. The purchasers range in size from
No. 1, Amoco Production Company at 143.0 MB/D, to No. 20, Pride Companies
at 21.4 MB/D. Their collective purchases have been classified into three
categories as shown in Table 6.

Table 6

PARTITION OF TOP TWENTY FIRST PURCHASERS PURCHASES
December 1995

Class MB/D %
Operated & Affiliated Production 489.1 394
Other Refiner Production 211.9 17.1
Non-Refiner Production 238.7 43.5

1,239.7 100.0

As can be noted from Figure C. these Twenty Purchasers were mainly
comprised of refiners and the large truckers/resellers. Their purchases from
non-refiners can also be used as an indication of the extent (43.5%) of
transactions in the state between parties with opposing economic interests.



FIGUREC
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Observations

Of the 6,214 producers in the State during 1995, only thirty-three are
refiners or affiliates of refiners. Refiners and their affiliates accounted for
slightly less than one-half of the oil produced in Texas during December
1995. There are over six-thousand producers which must either sell

their oil at the lease {most do) or retain ownership and move their oil to a
downstream market.

In December 1995. there were one hundred fifty active First Purchasers
at the lease. Of this total. forty-one were refiners and/or affiliates while
the remainder were comprised of:

- reseller/truckers, e.g., Lantern Petroleum
- trading companies, e.g., Northridge Energy

- producing companies, ¢.g., Santa Fe Encrgy Resources

Refiners and their affiliates bought at the lease 1,231 MB/D or 83% of
the total oil purchased in the State. About 57% of this oil represented
their own {collective) production, but the remaining 43% came from non-
refiners. This amounted to 534 MB/D and over eight-thousand line
items. Since each of these line items may represent multiple lease
transactions, this represents a huge amount of clearly arm's-length
comnmercial dealings spread throughout the state.

Buying crude at the lease is not limited to refiners. For example, in

December 1995 there were one hundred nine non-refiner First
Purchasers who purchased 254 MB/D at the lease.

There is a small amount of refiner production. 21 MB/D spread over
ninety line items. being purchased by non-refiners.

Of the 6.000 non-refiner producers in the state, only 39 elected to retain
their own oil for resale in downstream markets. Only 3 or the 39 are of

any size as shown in Table 5. The 62.2 MB/D figure is equivalent to only
4.2% of the State's total for the month.
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Conclusions

. Adding the arm’s-length transactions together indicates that about one-
half (actually 49%) of the crude cil market at the lease is between
companies in which at least one of the parties is not affiliated with any
refiner. This market is quite large in absolute terms. i.e., 726 MB/D
and involves over 11, 000 line item entries in the First Purchaser
database maintained by the State of Texas for a typical month.

. Analysis of the activity of the Top Twenty First Purchasers in December
1995 reinforces the conclusion that about one-half of the oil in Texas is
sold at the lease in transactions in which at least one of the parties is
not affiliated with any refiner.

. The data clearly show a viable market at the lease where there are
thousands of examples of arm’s-length lease transactions throughout the

State which could serve as realistic indicators of market value at the
lease.
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1 FIFTH JUDICIAL DISTRICT COURT
COUNTY OF CHAVES

2 STATE OF NEW MEXICO
Case Number CV-95-322

3

4 CARL ENGWALL, as Co-Trustee of the
Carl and Ruth Engwall Living Trust

5 etal,
6 Plaintiffs,
7 vs.

8 AMERADA HESS CORPORATION, et al,,

9 Defendants.

10

11

12

13

14 TRANSCRIPT OF PROCEEDINGS
15

16 Volume 1

17

18 Om the 13th day of January, 1997, at 9:20 AM,

19 this matter came on for hearing before the HONORABLE
20 ALVIN F. JONES, Judge of the Fifth Judicial District,

21 State of New Mexico, Division II, in Roswell. New

22 Mexico.

KATHY TOWNSEND COURT REPORTERS (505) 243-5018
1005 LUNA CIRCLE, NW, ALBUQUERQUE, NM 87102
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TP EENTAMTN DM S
after having been first duly swern under cath,
was questioned and testified as follows:
DIRECT EXAMINATION

BY MR. EAVES:

Q. Mr. Johnson, would you state your full name?
A. Joseph Benjamin Johnscn, Jr.

Q. By whom are you employed, sir?

A. Summit Resource Management, Inc.

Q. Can you tell the Court what the business of

Summit Resource Management, Inc., is?

A. Summit is a crude oil marketing and
consulting firm. We market crude oil for independent
producers, royalty owners, and consult regarding crude
o0il marketing issues,.

Q. Would you briefly --

MR. EAVES: Your Honor, we are going to be
talking abour matters that appear in plaintiffsg-’
Exhibit 193. We have placed for Your Honor copies of
the exhibircs.

Would you like for me to have one of my
people turn it to 193?

THE COURT: No. I will find it.

MR. EAVES: Volume S5, I am told, Your

Honor.

KATHY TOWNSEND COURT REPORTERS (505) 243-5018
1005 LUMA CIRCLE, NW, ALBUQUERQUE, KM 87102
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actual proceeds, if that is available. 1If not, you'd
move to a comparable-type -- comparable comparison,
Then the last would be a net-back-type calculation.

Q. The net-back method -- wag the Piney Woods
case a class action?

A. Yes, I believe it was.

Q. The net-back method that is endorsed in the
Piney Woods opinions, there was more than one, is that
the same net-back method that Mr. Hensley was talking
about yesterday?

A. Well, I am not sure what net-back method Mr.
Hensley was referring te yesterday.

Q. I am not either, so that is an unfair

‘question. You alsc mentioned a method that you

recommended to the Minerals Management Service as
another alternative. Can you tell me what that method
is?

A. The method suggested or recommended to the
Minerals Management Service begins with an evaluation
of what was actually received for the oil. If we have
records by the oil companies that show what they
actually got for it, if they really sold the oil
outright in an arm's-length final sale with no other
consideration, then that was -- that would be a value
that would be used.

KATHY TOWNSEND COURT REPORTERS (505) 243-5018
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If they entered into a buy-sell transaction
where oil, as I have shown this morning where oil was
exchanged for oil at another location, then we can
ascertain from that simple calculation what real value
was provided at the lease under that buy-sell
transaction, so those are actuals. If we didn't have
any of those actual transactions, in other words, if,
i1, fact, the oil company took the o0il in their own
pipelines, toeok it te their own refinery. and it never
entered the marketplace at any point, then we can use
a4 comparable analysis to 1look at other nearby
locations whereby we lock at the buy-sell transactions
that were employed by the defendants or by other
companies of similar sophistication.

Then the final method is, if there are none
of those, if there are no buy-sell transactions
available, then the last would be a methodology, a
net-back type methodology to be administered by the
Minerals Management Service.

Q. Are you generally aware of the Common
Purchaser Statute in New Mexico?

A. Yes.

Q. Would the Common Purchaser Statute provide
any methodology that might be useful as a possible
method of accomplishing a damage calculation if this

KATHY TOWNSEND COURT REPORTERS (505) 243-5018
1005 LUNA CIRCLE, NW, ALBUQUERQUE, NM 87102
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THE COURT: | prefer 1 deal t when we get
oh

MR EAVES: Thank you.

MR ZOTT: in that regard, the plaintifts
did file 2 motion, and we worked last night to file a
responss. | know you have plenty 1o read, and you
don't need 10 read anything eise, but | would like ©
T Ias WNOS! R and MAKe it part Of e recond.
This is our response 10 the wrinen motion. | can
hand it up now or wait and do it ixter,

THE COURT: Have you submitmd &t w0 the
clerk?

MR ZOTT: No. Ws are going 1o fila It as
00N as we hand it up hers.

THE COURT: | laft the copy that | was
thoughtfully provided by Mr. Eaves in my office.

MR EAVES: | have got ancther one, Your
Honor.
THE COURT: Oh, thanks.

MR EAVES: | dewct that was less than
sincere, Your Honor.

MR. 207T: Shoukd we procesd with the
axamination?

THE COURT: Please.

98
JOSEPH P. KALT
siter having been first duly swom under oath,
was questioned and testified as follows:
DIRECT EXAMINATION
8Y MA. Z0OTT:
Q. Can you please state your name and spelt
your last name.

A 1am empioyed at Harvard University, Kennedy
School of Govermment, and at the Econormics Pesource
Group.

Q. Can you sl the Court what the Economic
Resource Group is?

A Economic Resource Group is a consulting firm
made up, in wrms of s principals, of Ph.D.
eCONOMIsts speciaiizing in the economics of
COMPetiion, aMmitus, regulation, with paricular
omphadshhwimhmy.

Q. Canyou plsase describe your educational
background for the Court?

A vu.mgm;pwmmm
high school in Tueson, | went on ®© Stanford
University where | 9ot my bachelors degree in
mm.mmenmmmmmwgmmy
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Master's and JOCtOrate degrees in economics at the
University of California at Los Angeles.
Q. You mentioned you are a -
MR EAYES: Your Honor, i It will save
me, we lnow he s 2 good economist, $0 | don't -
THE COURT: Oo you want 1 present -
MR 20TT: Wa witl be brief, Your Honor.
THE COURT: Thatis fine.

Q. @YMR 201T) You mentioned you were a
professor at Harvard.

A Yes

Q Can you tell the Court - briefly describe
YOur carser as a professor at Harvard.

A Sure. Awrleaving UCLA, | jomed Harvard
University in the Departmant of Economics as 3
nomenured faculty membaer, sssistant and asgocire
professx. In 1986, | 100K wenure at the Jon F.
Kennedy School of Government, which is Harvard's
professional school in public policy and managerment,
aned have servad s full professor a1 the Kennedy
School since 1988,

Q Have you held any adminisirative positions
at Harvard? :

A Yes. Althe Kennedy School, | have been the
academic daan for research, chairman of degres

1000
programs, chairman of the Ph.D. program, and | am
Curtently the chair of the economics and methaods
program at the school.

Q. Have you speciaiired at all while you have
been a professor &t Harvard?

A Yo lhmmmu:nnﬂy
cafeer. |am what is known in economics jargon as an
induswy organzation economist studying issues of
competiion, antitrust, reguiaiion, in my case, with
particular emphasis on natural resourcs indusiries and
other reguizted Industries in particular, the of and
a3 induswy,

A Sure. When | was in the Harvard Economics
Department up untll 1986, | had primary responsibility
for maching the graduaie and undergradusie coursat in
amitrust and reguiation along with basic
microeconomics. At the Kenmedy School, | have had
responsibllity of waching, again at the gradume
level here at the Kennedy School, amtitrust and
m,w-mmwmm
resource courses, as well as various courses in basic
MiCrosconamics and sconomic theory.

Q. Oid those energy courses aiso include the

KATHY TOWNSEND COURT REPORTERS
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funcuon in the industry. t's 3 significant source
of capital to the production level of the industry.
It's 2is0 a mechanism by which producers - producers
and refiners that are vertically imegrated match
production to refinefy needs, and we see it throughout
industry in the United States and sisewhers.

Vertical integration is quite common, and
the fact that peopie use their own crude oil should be
expected.

Q. Finalty, what I'd like to do now is tum 1o

where we, | guess, began today. We're a littie out of
order given the transactonal! database issves, and
maybe 1 let you handie these instead of me.

| think where we were is we were on opinion
number two. We've already talked about your first
conclusion with respect t the proper mathod of
valuing crude oil at the lease uses arm'slength
comparable transactions at the lease.

Then | think you refemed 10 having a
hypothesis that comparabie transactions at the lease
demonsirate the influence of highly localized supply
and demand factors.

Can you i the Court the nature of that
conciusion, anc hen we Can Move into the supponting
toundation for it?

1143
A Yes. Your Honor, as | indicated, | began

with 2 hypothesis that it was pessible that supply and
demand factors varied trom iease-w-lease and from
transaction-to-transaction; and that, given the
economics of supply and demand, with those factors
varying, then it was then possibie that those supply
and demand factors would be reflected as 2 range,
rather than a common price, for all am's-ength
comparabie transactions at the leass.
methods cannat avoid highly localized inquiry, and
whatﬂﬁssccondbulutunTibI-ISOI!Iﬂn.HyUu
look at the data on actual arm's-length comparabile
transactions, you do indeed find that those
transactions at the lease demonstate the influence of
highly localized supply and demand factors, and in a
Quite substantial way ~ that is, in magnitudes that
matter.

THE COURT: We're going to take about en
minutes at this time.

MR ZOTT: Thank yau, Your Honor.

(Recess held.)

THE COURT: Be seated.

MR ZOTT: Proceed?

THE COURT: Please.
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MR ZOTT. Thank you, Your Honor,

Q. (BY MR ZOTN Protessor Kai, | think we
were talking about your second conclusion in testung
yuurhypamwswmmpeqnywrm's-lengm
comparable trarnsachon database —

A Yes.

Q. - that you developed,

A Yes.

Q. We're now on Tab 25, Your Honor.

What do anm's-length tansactions in the
field reveal? Let me start with that question.

A Wel.lhuiednmlurm,inhbz-s.
three findings that can be drawn from looking at
am'sdength transactions in the field.

First, when you look at how the market
speaks at the field level, market valuation in actuat
transactions varies significantly with supply and
demand factors specific to particuiar leases, crude

That's the point I've made, that there is
mmmmumsm
prices.

Somdly.i!wuwamedbmmmya
particular transaction at a particular locale had the
market value it did, you have 10 have information to

1145
understand it and wouki need to know what factors were
g0ing into that transaction; and that is. as | say,
whether or not & specific transaction refiects market
value xt the lease can only be determined by examining
the attributes of that ransaction.

And then, thirdly, | find that market
valuaﬁonhmnnumwyspanshe
range of posted prices; and, in general, we find that
mcbwumhmprioeuﬁd\mhmmgc
dummmmmgw\gon-gohgon
atthe lease.

Q. These are the outnight — | think I've been
ampiified - these are the outnght arm's-length
transactions that are in your database?

A Yas. Each of these condusions will be
founded - not entirely, but to a very large extent —
on the result of looking at the transactions
daabase.

Q. Why don't we tum 1o your first conciusion,
mmwummmmw
and demand factors Specific 10 PAMICULAT leases, et
cetera.

| take it we're now on Tab 2.57

A VYas.

THE COURT: | have a question. In your

KATHY TOWNSEND COURT REPORTERS
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Royalties type of property or 3 Penroc propenty.

Q. Okay. Lat's wm to Tab 3-2 and starn with
your first subcategory, and that is the inability of
the plaintis’ valuztion methods 1 capture
fieid4evel supply and demand factors.

A Sure. in addition to what | just said, Your
Honor, what I've done on Tab 3-2 is take the
plaintiffs’ screening methodology and apply & to the
data for Vacuum,

This screening methodology begins with a P
plus rade center price xt Cushing, and then -

Q. Whose screening methodology Is this?

A This is applied by - I've used all the data
from Mr. Johnson's reports.

Q. Okay.

A And it's basically P plus, minus the
ransacton adjustnent, which | betieve is 55 cents in
N SCTRENING MEhOANIOYY.

{'ve used this 10 show - then I've graphed
on the graph the results of the screening methodology
as the ze1u line and shown the deviatons iIn Vacuum
and the actual isevel of prices as the individual dots
on the graph.

Q. Oway.

A Okay.

1”3

Q. So the 2er0 ine would be the net-back value
under this screening study that Mr. Johnson performed?

A That's comect.

Q. Okay. And then the dots are the same basic
dots we saw before?

A But now agjusted to be different from the
screening methodology.

Q. What does this mll you?

A As you can sse in this methodology, this
kind of methodology, which is akin, for example, 1o
what | understand would be appliec w imemal
transters, it just doesn't pick up the varistion in
the fieid-eve! vaiue.

Also, really going 10 some exient 1o my

second conclusion about the wrong leve! of commerce,
you tend 1 produce a line which is higher - but not
preponderance of the actual rantactions occurming
here; and for the reasons that I've argued before with
respect 10 the marketing value added by the - that's
seen in the behavior of the ynintegrated marketers, |
think the reason this kne is wming out higher than
the preponcerance of the dots = that is, the
preponderance of where the market speaks - is because
it has not accurately natted out the marketing value
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added undef the net-back methodoiogy that their
screening method applies.

Q. This is the dot that you're talking about?

A Yes

0O New | wiwiled pradist that Uiy, _lohasen —ouid
say, “Well, walt a minute now, even you admit,
Professor, that | can adjust for gravity and | can
adjust for sultur and | can adjust for iming. and
YOUu'Te just using My screening number, but | can make
4 jot more adjustments and make h a lot more
accurate.”

Would that solve the problem?

A No. As we saw in the Tab 2-10, there
remaing, 2t least in Vacuum, roughly 40 cents o a
dollar variation in the value of crude ol as reveaied
by outright arm's-dength comparable transactions
reflective of the particular supply and demand
vaiuation of that properties and that transactions
attributes, and this kind of methodology would not
pick up that variation.

| think it would lead 10 the same kinds of
issues that you and | talked about a minute ago, some
parties may have Beverly Hills, even after that
Method, and other parties mary not.
Q. Now, 10 give it some context, that 40 cents

181
10 a dollas, in the context of this dispute between
the parties, is that a significant number?

A Well, yes, itis.

Q. We're skipping ahead, right?

A Yes, you are.

Q. Let me skip ahead and then well come back.
Why don't we -

A Just-

Q. Why don't you give me generally -

A I you look at the scresning methodologies,
Your Honor, they tend o produce — in legal terms, |
think it was the damJages — the underpayment number on
the order of a dollar to two dollars a barrel, and
you're sesing variation here of - some of the
acreenings produced like 73 cents a barrel, and even
after adjusting for sutfur, gravity and timing, we
still see 40 cents  a dollar variation reflective
of,  you will, the net marketwide effects, like
gravity and sulfur, but the highly specific effects in
particular leases.

Q. New, let's talk briefly about the wrong
level of commerce. We've talked about that a jot.

I'd like to tum you w Tab 3-2. fput
it up for you real quick here.

A Okay.

KATHY TOWNSEND COURT REPORTERS
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Q. This has been a source of discussion
throughout the case.

Can you just telt the Court, very briefty,
what we're seeing here?

A What I've tried to do is provide an
illustration of the kinds of sources of value added
that goes on in the marketing function, whether it's
vertcally integrated imo one of the majors or not.

What 've shown here, and | won't read
through the whole thing, is the kinds of functions -
| think it wis the independant marketers buying
outright, tuming around and taking the crude away
from the lease, perhaps in a buy-ssil or perhaps
transporting itself. and i ranges from - ranging for
gathering and transporting, rAnging for sioring,
either at receipt or delivery points, it invoives the
developmem of marketing and market information and
expertise regarding types of crude off as 1o what
customers like what kinds of crude o, how © handis
transactions costs.

An importam component is the assuming and
managing of risk. To give you an Rustration, tht
Falco Company that we looked at earlier, one of the
independent markewrs, highly sophisticated business,
but bearing lots of risks, goes 10 Bangue Paribas, a

nas
French bank, and will arrange 2S-million-dollar
financing facility 1o enabls therm © play the markat,
if you will, 23 a markewr, becauss they take the risk
as they take titie to their crude at the Jease.

The importance that ) drew from this, from
an economic point of view, is it's & highly risky
business, and that's why thess peopis tum 1o these
kinds of financing instruments, and the valuation of
these is not used by some 10 son of build up of
cosis, but by the marketplace. ktis what the
competitive marketpiace 1ailis you the vaiue in the
mariet of thesa is, ¥w valus added.

Q. So, realistically, you wouldn be abie to
put a value on each one of those ilems and then come
up with some sort of number for what the marketplace
would value a particular marketer's contribution. s
that one way to say it?

A & woukl be bad economics w do i
line-by-ine. You can look &t the spread betweer: the
nat-backs, if you will, that one dollar.

Q. Obeay.

A And I'm saying the dallar is not what the
market reveals, but you can look at the difference
beatwesn lease vaive and that net-back and that is
gving you a measure of this factor.
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Q. When you showed the Cournt at the beginning
of your estimony wday this one gollar - the one
dollar spread that remains even after we do a
net-back, is it thess types of factors that you're
referming o here as accounting for that?

A Yes. i you think about it as the
independent marketers — Falco - buying at the lease
at $15, and maybe doing the kind of ransaction that
we've all taficed about, trading it in Cushing,
Oidahorna, for a crude worth $22, in addition paying
the party on tha other side a two-doltar diferential,
leaving Falco with $20, Fako has to live off of that
spread of one dollar in that hypothetical.

Tha raason | sxy that the market wlis us

what the spread is, what the compensation is, is we
know from basic economics in & competitive market, as
we all acimowiedge here, we have all these independent
marketers competing as well with the integramd
companies, and they can't survive uniess they produce
1 value added service between the lease, $19, and the
trade cener net-back of $20.

Q. Now, how do the plaintiffs account for that
one dollar?

A Welk, that is the - as | understand it, in
their framework with respect to buy-sells and internal

1185
fransfers, that is the proposed mechanism for vaiuing
what they call the proceeds from the pmduction of the
crude ol.

Q. Why don we tum, then, to what some of the
plaintiffs’ experts have actually — how they've tied
© aceount for this dollar that we 've been talking
about collogquially. .

First, you've got a quote from Dr. McDonald,
he's the plaintifis’ sconomic expert whose deposition
was taken, and | have a sense we're not going 10 be
hearing from him, but why don't you tell me what he
had w say about that?

A Well, Mr. McDonald is quizzed, Tab 34, s
it possibie that the Kochs or Scuriocis are performing
i Sefvice 33 & marketer and s & merchant that the
market values?*

"A. That would be one explanation.®

Q. DO you have any othersT

A No’

Q. How about Mr. Johnson, what did he have 1o
Sy about the marketing function that SCeoaTs for
that doflar?

| think we've probably gone over this
before, 20 we can just direct the Count — this is Tab
347
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A Sure. This has been read into the record.
t think, hadrally his conclusinn that the spread -
the onedollar spread in my picture there as
compensation for this tunction, is, in fact, the
result of incontrovertible economic easoning abowt
what these kinds of tunctions are and what the
existence and survival of the independent sector of
the market tails us.

Q. Oxay.

A They are a1 a different level of commercs
than the lease.

Q. Now, | guess we'Te down 1o arbitrary
selection of trade center values.

Now, you've 1oid us a lot about the
variations at the lease-leve! side. What can you tefl
us about the variztions on the downstream pricing that
the plaintiffs are ysing for their net-back

Q. Andwe're 2t Tab 3-5.

A Sure. Tab }-5 - what 've shown the Court
here is just a graph of the differences betwoen the
NYMEX price - NYMEX futures prics and the P plus
price.

Q. Why did you pick those twa prices?

1187

A Well, these are the two primary trade cemer
values that the plaintiffs and their experts have
talked about using W value crude off received, say,
on a net-back - received back on the back end of a
buy-sell, for exampie.

What | graphed visually, 50 you can get it
square, is the NYMEX — make sure | get i right, the
minus P plus - the P pius is the zerm line, and what
I've graphed, then, is NYMEX minus, 50 when you see
the line up above 2er0, the NYMEX is above the P
plus.

Q. S50 what does this il you?

A And then the vertical access is showing you
the range.

Q. Wnat aoes Tus il you? In other words,
you're tking the NYMEX hutures prics and comparing it
to the P plus price.

A Sure,

Q. And what do we see? You el ma.

A. The reason | prepared this is it really goes
o my points thres and four on Tab 3-1, this point

about the noncomparabie supply and demand 1actors and

the arbitrary selection of trade center vaiues.
First, within 2 theory of what an sconomist
would think of arbitrage economics, where the supply
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and demand factors are COmMmon across markets, except
for rana@onetion cusl differmrers, e woula expect
these two prices to, in fact, not differ.

The fact that they do differ teils you -
and they are quite - in COMMON sense - Quite
efficient markets, they move very rapidly and are
relxtively well-organized — indeed, the NYMEX is well
organized — and that variance is wlling you wven
those two markets at the trade centar is revealing
different supply and demand factors at work.

Those supply and demand factors at work in
the trade center invoive the demands of parties who
are not ot the leass, including the parties who are
there pursly & rade risk, and that's part of what |
meanm by noncomparabie supply and demand.

Secondly, in the fourth bullet up thers,
this leads within that framework of the plaimits to
an arbitrary selaction as 10 rade cemer value, for
example, for valuing imtemally Tansferred crude, d
mzmwm.mmm
the parties rading P pius and NYMEX, and both doing
business a3 well a4 they can, and the importancs of it
is that thars is so much variation, that dependiing on
whether you picied the NYMEX or the P plus, you know,
you use that as a damage calcuiation, and then that

15
rrmwology.bonusell'sumemglevﬂd
commaence with incomparable supply and demand factors
feiative 10 the lease on & - It swings enough,
depending on what you pick, you could find gross
UNGEIPIYMENt Of Gross avemayment

Q. Now, the plaintiffs actually prepared some
charts they may show you on cToss which indicate over
the long haul that these differences betwesn these
rade cenviery, lice the NYMEX and the futures and the
P plus — if you take a five-year span, the
differences are not that significant.

Would you agres with that over that long
haut?

A lwould not at alt be surprised, over the
long haut, that these two might be quite cose
fogether.

Q. Lst me just hand you - from the plaintiffs’
report, I hand you Exhibit GG. Now, this is an
exhibit from Mr. Johnson's ~ we know of his reports
showing — comparing P plus 10 the NYMEX average
mormthly prices, and Ten you'll see¢ the yearly igures
thers.

A Yes

Q. Okay. Now, even for a whole year, what does
this tell you, if you take these prices and compare

KATHY TOWNSEND COURT REPORTERS
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them over the full year?
A Well, if you look at the differences that

are sustained over 3 year and get yearly averages, you
find sustained vaives ol farly large amoums and
sustained runs over multiple years for thess — whers
these two prices — the NYMEX and the P plus are not
running together.

| did the caleuiations and didnt wrive them

I dict.
Okay.
| wrote them down.
Rt's faster if you did.
1 wrute them down.
And | verified them.
Here we go. Can you see it?
Yes.
S0 what you see here is that in 1950, the
NYMEX is above the - I'm sorty, is below the P plus
by about 72 cems a barrel, and then the NYMEX stays
above for three consecutive years the P pius, 68
cents, 10 cents, 81 cents, over 91, 92 and 93, and
then they switch again and the P plus is higher than
the NYMEX by 31 cents.

Q. Ouay. Now, before we get o the

rp?p?ﬂ»pg
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significance of that to this ease let me ask you,
we're now comparing basically, as | understand it, two
prices for delivery at Cushing, Oldahoma.

A Yes, that's comect

Q. Are there aiso — what do you observe if you
compare market trading centers?

We've heard a lot about Midland and we've
haard & iot about Cushing. What happens ¥ you look
between trade canters rather than at the same trade
center?

A Sure. ¥you look at Tab 3-6 - | den't
think | prepared a big board on this - but you' see
a comparison of the Midiand and Cushing WT1 spot
prices.

Q  Okay. What is that, then? What are those
prices? Just describe what we'Te talking abouyt.

A Sure. What you're seeing here is the
Midland minus Cushing diffsrence on the Plat's
reported WTI spot. R's a difference.

So the vertical axis is showing you the
delta between tham over the period January of 1968 10
January of 1996.

Again, in this case, you see across trade
canters that the selection of prices thows the tame
kind of volatility and sustained differences over

O 6 N v sWw N o

-l
Naarom=3

BRUNNERS G

O N OB AWy -

- b
- O

12

1182
sustained periods of time.
AlsD nOM that in this figure that wery

these two ade centers reflecting the same supply and
demand conditions - in other words, if you didn
m:mwmrmmumnpmup
the localized supply and demand forces, one wouid have
anticipaied that these prices should only ditfer by
the Fansporation cost difference betwesn Midland and
Curshing.

Q Do

A That's not a playsible consequence here.
Thers is a positive transportation cost from
Cushing ~ from Midland ©© Cushing, and even though
you Might have saen soms varistions in the
fransporation Cost, you've never seen them switching
positive 1 hegative, there would Alwarys be 2 positive
difisrence between them_

Q. So then, | think you've made it clear, but
what accounts for thess difierences?

A The easonabls conclusion to be drawn is
that even at wads centrs one sees differamt
locaized supply &1 demand factors thit are specific
10 that wade center and maike it different from the
tracie conmier, and based on my svidence, also differsnt
from the supply and demand taciors that one sees

1193
operative at the lease.
Q. Now, finally, | guess the question is, does
it manter?

| mean, in terms of the quantities that
ﬂhdhn;ﬁrnginﬂisme,doﬁneseﬂngsmhw
dittererce?

A Yes. InTab 37, 've done an illustration
© Bustase that w the Court.

Q. Can you explain that, please?

A Sure. What 've done in Tab 3.7 is | just
100k, based on the plaimiffs' screening methodology,
a property at Tab 3-7 of one of the named plaintiffs,
S. P. and Barbara Johnson, that occurs in Dagger Draw,
and it's for the month of April of '94.

1 st picieed this month 1o show that the
choice between P plus and NYMEX matters
Quanitatively.

Under the screening methodologies and
fepornts that My. Johnson produced, this particutar
month showed an underpayment, under the plaintits'
methodology, of $1.04, and that was basad upon a
difference betwaen the plaintiffs’ net-back on the P
plus of $15.77 and a price paid 1 S. P. and Barbara
Johrson of $14.73.

¥ you 9o back and appty & MYMEX tutures.

KATHY TOWNSEND COURT REPORTERS
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prce, what you find is the NYMEX was below the P plus
at that ume by $1.67, and appiying the memodoiogy,
gne would find a negative underpayment of 63 cents,
and that's what | showed by the *(53)* on the right.

Q. | guess what we call an overpaymem?

A And then a swing in the value from
underpayment 10 negative — from an ynderpayment o
CverpayTnent, however you want @ call it, & swing in
the value of $1.67.

Q. And then what conclusion do you draw from
that?

A Well, it's just an illustration of what 've
aiready said, that these two markets, P pius and
NYMEY, deteanstratively reflect dilfster supply snd
demand forces. Thosa forces are not present in the
iease, they are not the same ones that are present at
the lease in their totality, and as a result. there is
an arbitrariness in the selection of thesa values.

Q. Now, finally, I'd like to just ask you 2
couple of questions befors we close out here-

First, you've taliked abowt problesns and
issues with respect to the level of commerce 1© make
sure you're at the right level of commerce, and you've
taiked about the demonstrable influence of local
supply and demand factors.

1195

Is thers a way to eliminate the wrong level
of commares problem and 15 make ture you for
those localixed factors?

A |think there is. | think one wouid have ©©
go do the kind of analysis that | did and looking
first at where arm's-length transactions were being
struck — that is, what the market is revaaling about
the value.

One wouid then look within that set of
ransactions at the anributes, was it a two-bedroorn
houss or a three-bedroom house, was it Beverly Hills,
of wherever you live in Chicago, and then one would
have 10 analyze that retative 10 the particular
atributes of a particutar royalty owner to see
whether they had a two-bedroom house or thres-bedroom
house, a Beverty Hills property or a Chicago
property.

G. Okay. Now, let me ask you, you - | know
you have read the complaint in this case.

A Yes .

Q. And you'rs aware that the plainutis seek 10
certify a ciass of all royalty owners o whom the
defendants have underpaid royalties or overriding
reyalty payments.

Given the methodology and the data and your
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findings here, could you tell the Court if there is
anywlybdcnnmmwueonpamcularmyakw
owners' oil, or in the words of the complaint, whether
sameone has been underpaid without anatynng the
Specific lease-level attributes that you have
described woday?
A No, | don't think so. | think, 1o answer

THIR QUeSION, the evidencs says that thare is
wbmvmhhmdpmw
properties and panicular Tansactions crude oil; that
in order w dewrmine e answer 1 the question
you've just asked, | think it would require analysis
of each individua! powential class member's position
relative 10 what they were paid 10 dewrmine how -
whather they were really underpaid or not.

MR ZOTT: [ have no further questions.

THE COURT: Where are we at in terms of
winding up woday?

Mr. Eaves?

MR EAVES: 1 couldn't hear you, Yeur
Honor. T'm sorry.

THE COURT: | was just wondefing where we
are in terms of concluding today.

What's your sense of the situstion?

MR EAVES: I'm sure we would all like to do

ns?
that, Your Honor,

Iguoslmo&bvisﬂ-mwf‘nhlw
Professor Kalt's sestimony, | need to visit and see
whit we're going 10 do in response.

THE COURT: Well, ckay. Let me ~well
just break until about 1:15, and I'd like, at that
point, o get some senss -

MR ZOTT: This will be our Last withess,
Yout Honor.

THE COURT: rm sorry?

MR ZOTT: As you know, this is our Last
witness,

THE COURT: | understand — some sense of
what's contempiated in serms of the conclusion of this
proceeding.

Okay. We'l be in recess until 1:15.

(Recess heid.)
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